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o~ IND!AN CASE STUDY - AMUL

Overview '

The Guijarat Cooperative Milk Marketing Federation (GCMMF) or commonly referred to as Amul, collects
4.47,000 litres of milk from 2.12 million farmers, converts the milk into branded, packaged products and
delivers products. worth Rs 6 crore to over 5.00,000 retail outlets across the country daily. Its supply chain

would be easily one of the most complicated in the world.

Every GCMMF office displays a photograph that shows a long queue of Gujarati women waiting patiently
for the union vehicle to come and collect the milk they have brought in shining oval brass containers. Amul
never forgets its primary supplier, i.e., the farmer and it is @ whopping Rs 2200 crore (Rs 22 billion)
enterprise. The GCMMF now has 2.12 million farmers, 10,441 milk collection centres in villages, and 14

district level unions and their plants.

History '

it was way back in December 41946 that a group of farmers from the village of Anand, in order to iree
themselves from intermediaries and gain access to markets to get due returns, started the Kaira District
Milk Cooperative Union. It then joined hands with other milk cooperatives and made the GCMMF. Today
2.12 million farmers, 10,441 milk collection centres at village level, and 14 district level unions. Markets
were relatively more primitive and poor in infrastructure. The federation felt that they just could not leave it

to market forces and that a proactive strategy was required.

The Business Strategy and the Market Segment

The GCMMF identified two key action areas under the sirategy.

(i) Matching demand and supply that would need heavy investment and the simultaneous
development of suppliers and consumers

(i) To engage professional managers and technccrats for effeciive management of the network

and commercial viability

A hierarchical network of the cooperatives was developed while still retaining the focus on farmers. The
vast supply chain of Amul has a spread from smali suppliers to iavge fragmented markets. Although
GCMMF is directly responsible only for a smail part of the chain, a number of distributors, retailers, and
{nird-party iogistics (3PL) providers play & bigger role. Managing supply chain effectively and efficiently is
critical as GCMMF's competitive position is driven by low consumer prices supported by a low cost system.

initialty, when Amul was formed, consumers had limited purchasing power and modest consumption levels
of milk and dairy products. Then, with growth, Amul developed a low-cost price strategy making its
products affordable and ensuring value for money for their customers. Making a product base with liquid
mitk, Amul enhanced its product mix through the progressive addition of higher value products while
maintaining the desired growih in existing producis. It has competition: irt high value dairy segments from
giants like HUL, Britannia, and Nestle. However, GCMMF makes sure that the product mix is consistent
with its basic value of providing milk at an affordable price.

The Federation uses Amul as an umbrella brand which covers various product categories produced by
various unions like liquid milk, butter, ghee, cheese, cocoa products, sweets, ice-cream and condensad
milk. Amul's sub-brands include variants, such as Amulya, Amulispray, Amulspree, and Nutramul. Edible
oil products are branded Dhara and Lokdhara, mineral water is soid as Jal Dhara, and fruit drinks bear the
brand name of Safal. By following an umbrella branding, GCMMF has been able to avoid inter union
conflicts at the same time facilitating them to develop and improve products.

Distribution Network )
As pointed out earlier, Amul products are available in over 5,00,000 retail outlets across India through its

network of over 3500 distributors. There are 47 depots with dry and cold warehouses to buffe: inventory of
the entire range of products. The GCMMF transacts on an advance demand draft basis from its wholesale
dealers instead of the cheque system adopted by other major FMCG companies. This practice is
consistent with GCMMF's philosophy of maintaining cash transactions throughout the supply chain and it
also minimizes the inventory jevels. Whoiesale dealers carry inventory that is just adequate to meet the
transit time from the branch warehouse 1o their premises. The JIT inventory levels help improve the

dealers' ROL.
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Managing the Supply Chain Network L
Given the large number of entities in the supply chain and the need for decentralized responsibility for

various activities, effective coordination is critical for efficiency and cost control. GCMMF and the unions
jointly achieve the desired degree of control. The unions get assured buy-ins as the
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slans are approved by the GCMMF's board. !t is drawn from the heads of all the unions, and the boards of *
’fhe unions comprise of farmers elecied through village societies, thereby creating control through
interlocking. While the unions coordinate the supply side activities, the federation handles the distribution
* of end products and coordination with the retailers and dealers. The activities include monitoring milk
collection contractors, the supply of animal feed and other supplies, provision of veterinary services, and
educational activiti »s.
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Managing Third-party Logistics (3PL) Providers

The union's core competence activity lies in milk processing and the production of dairy products.
Accordingly, marketing efforts inciuding brand development were assumed by the GCMMF. All other
activities were entrusted to third parties. These include logistics of milk collection, distribution of dairy
products, sale of end producis through dealers and retail stores, provision of animal feed, and veterinary
services. It is worth noticing that'a number of these third parties are not in the organized sector and many
are not professionally managed, with little regard for quality and service. This is a particularly critical issue
in the logistics and transport of a perishable commodity where the basic infrastructure is already ridden
with weaknesses.
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Establishing Best Practices .
A key source of competitive advantage has been the GCMMF's ability to continuously implement best
practices across all elements of the network: the federation itself, the unions, the village societies, and the
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distribution channel. In developing these practices, the federation and the unions have adapted some of
the globai best practices. It could be the implementation of small group activities or quality circles at the
federation or a total qual ity management (TQM) programme at the unions or housekeeping and good
accounting practices at the viliage society level. More importantly, the network has been able to regulariy
roli out improvement programmes across to a large number of members and the impiementation rate is
consistently high. For example, every Friday, betwsen 10.00 a.m. and 11.00 a.m., all employees of
GCMMF meet without fail at the closest office, be it a department or a branch or a depot, to discuss their
various quality concerns. Each meeting has its pre-set format in terms of purpose, agenda, and [irmnit {PAL)
v/ith a process check at the end to recerc hiow the meeting was conducted. Simiiar processes are in piace
at the viliage societies, the unions, and up to the whoiesaler and clearing and forwarding (C&F) ageni
levels. '

Examples of bernefits reaped from recent initiatives include reduction in transportation time from the depocts
lc the whoiesale dealers, impiovement in RO! of wholesale dealers, implementation of zero stock-o.:
through improved availability of products at depots, and also {he implementation of JIT in finance to reduce
ihe float.

Kaizens - the continuous improvement projects at the unions, have helped improve the quality of milk in
terms of acidity and sourness that it may have. For example, Sabar Union's records show a reduction from
2.0 per cent to 0.5 pei cent in the amount of sour milk/curd received at the union. The most impressive
aspect of this big time roll out is that improvement processes are turning the village societies inte individuai
improvement centres.

Technology and E-initiatives

GCMMF's technolegy strategy is characterized by distinct components, namely new products, process
technology, and complementary assets to enhance milk production and e-commerce. Only a few dairies of
the world may have as wide a variety of products as produced by the GCMMF network. Village societies
@reé encouraged through subsidies to instail chiiling units. Automation in processing and packaging areas is
common as is the Hazard Analysis Critical Control Point (HACCP) certification. Amul actively pursues

developments in embryo transfer and cattle breeding in order to improve cattle quality and increase in milk
yields.

GCMMF has been one of the first Indian EMCG firms to employ Internet technologies to implement B2C
commerce. Today customers can order a variety of products through the Internet and still be assured of
timely delivery with cash payment upon receipt. Another e-initiative underway at GCMMF is to provide
farmers access to information relating to markets, technology, and best practices in the dairy industry
through Net enabled kiosks in the village.

It has also implemented a geographical information system (GIS) at both ends of the supply chain, which
are milk sourcing, collection as well as the marketing processes aimed at delivery to customers. Farmers
now have better access to information on the output as well as support services which helps them in better
product mix, planning, and marketing.

5

R

" £ N H N 7

r

r ot

oI A AN AN

f

h ¢ 0

”n 9

ax — — —— —
T " e
T S RN EREEE Bl RS RS FTORE G iy (OREE REEERE MRSE LV NS e M s -

b B R 8




